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SUB J : UN FINANCES - WORKING GROUP ON CURRENCY 
INSTABILITY 

REF: USUN 1090 

SUMMARY: WORKING GROUP REVIEWED OPERATIONS OF FORWARD 
EXCHANGE TRANSACTIONS. LARGELY NEGATIVE PRESENTATION 
WAS GIVEN BY SECRETARIAT REP ZIEHL WHILE WORKING GROUP 
DEBATE FAILED TO ELICIT CLEAR-CUT VIEWPOINT. AT CON- 
CLUSION OF MEETING ZIEHL SUMMARIZED PROGRESS OF WG 
TO DATE AND IT WAS AGREED THAT WG AT BEGINNING OF 
ITS NEXT SESSION WOULD COMPLETE REVIEW OF QTE CURRENCY 
MIX UNQUOTE AND WILL THEN CONCENTRATE ON SEVERAL 
SUGGESTIONS WHICH APPEAR FEASIBLE. END SUMMARY 

1. SECRETARIAT REP ZIEHL OFFERED LONG PRESENTATION 

ON FORWARD EXCHANGE TRANSACTION. IN LARGELY NEGATIVE 
TONE. HE ARGUED THAT UN SHOULD NOT SPECULATE AGAINST 
CURRENCIES OF MEMBER STATES. FORWARD MARKET OPERATIONS 
BOUGHT ONLY ONE-WAY PROTECTION, HE SAID. WITHIN UN 
SYSTEM SO FAR SUCH TRANSCTIONS HAD NOT GAINED FAVOR 
AND HE THOUGHT THAT ECONOMISTS IN GENERAL DISAPPROVED 
OF SUCH TYPES OF ACTIVITIES BY INTERNATIONAL ORGANI 
ZATIONS. 
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2. COMMENTS ON FORWARD MARKET OPERATIONS WERE OFFERED 
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BY CUBA, UNITED STATES, *4-,:3, FRG, AND KENYA REPS. 

7 430 (KELLER) ATTEMPTED TO ANSWER SOME OF ASSUMPTIONS 
MADE BY ZIEHL. HE SPECIFIED THAT SUCH OPERATIONS 
SHOULD PROBABLY BEST BE LIMITED TO FOREIGN EXCHANGE FROM 
DEVELOPED AND STABLE ECONOMIES (ZIEHL HAD OFFERED EXAMPLE 
OF MARKET OPERATIONS IN CHILE). KELLER OFFERED DESCRIPTION 
OF A FORWARD EXCHANGE OPERATIONS AND ATTEMPTED TO JUSTIFY 
VALIDITY OF SUCH TRANSCTIONS IN LIGHT OF NEED TO STABIL IZ E 
BUDGET ESTIMATES. HE ALSO 

STATED THAT WHO APPARENTLY HAD EMPLOYED FORWARD CURRENCY 
OPERATIONS SINCE LATE 1971 WITH SOME SUCCESS. 

KELLER ADDED THAT WHO OPERATIONS WERE VERY LIMITED IN 
THAT LENGTH OF CONTRACTS WERE GENERALLY OF THREE WEEKS 
OR LESS. IN REPLY, ZIEHL SAID THAT HE WOULD ASK WHO 
FOR FURTHER INFORMATION WHICH HE WOULD MAKE AVAILABLE 
TO WORKING GROUP. 

3. FRENCH DEL (DERRE) SAID THAT WHILE US OFFERED THEORY, 

SECRETARIAT SPOKE OF PRACTICAL PROBLEMS OF FORWARD MARKET 
TRANSACTIONS. 

4. THE FRG REP (SCHMIDT ) EXPRESSED CONCERN THAT 
UNEVEN INFLOW OF FUNDS TO UN MIGHT PREVENT UN FROM 
MEETING ITS FORWARD CONTRACT OBLIGATIONS, SUCH 
OPERATIONS SHOULD BE LIMITED AND NOT 

REGULAR COURSE OF ACTION. 

5. THE KENYAN REP (MWANGI) INDICATED SOME SUPPORT 
FOR FORWARD MARKET OPERATIONS AS A MANNER OF SPREAD- 
ING RISK. 

6. US (KELLER ) INDICATED THAT STRICLY SPOT OPERATIONS 
WWERE A TYPE OF SPECULATION, BECAUSE PURCHASERS WERE 
SPECULATING THAT SPOT RATES WOULD BE BETTER THAN 
FORWARD RATES. HE ALSO INDICATED THAT NOT ALL FUNDS 
OF UN NEED BE INVESTED INF FORWARD CONTACTS, IMPLYING 
THAT SCHMIDT S CONCERNS WERE EXAGGERATED, AND THAT 
FORWARD MARKET PURCHASES SHOULD ONLY BE CONSIDERED 
AS ONE TOOL WHICH COULD BE USED IN TRYING TO MAINTAIN 
THE STABILITY OF UN EXPENDITURES. 

7. USSR REP (PALAMARCHUK), SUPPORTED SOMEWHAT BY 
CHRMAN JAIN, REQUESTED THAT SECTRETARIAT AND DELS 

PREPARE WORKING PAPERS ON PROS AND CONS OF FORWARD EXHANGE OPERATION. 

FOLLOWING REVIEW BY ZIEHL OF PAST DISCUSSIONS IN WG, CHRMAN ANNOUNCED 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE 03 USUN N 01 1 14 040059Z 



THAT "CURRENCY MIX" WOULD BE TAKEN UP AT START OF NEXT 
SESSION. FOL THIS, WG WOULD CONCENTRATE ON SEVERAL 
SUGGESTIONS WHICH SEEMED TO HAVE GREATER PROMISE. 

8. COMMENT: WE BELIEVE THAT STATEMENTS OF SEVERAL DELS REFLECT 
BASIC LACK OF UNDERSTANDING OF FORWARD EXCHANGE OPERATIONS, AND IN 
PARTICULAR DIFFERENCE BETWEEN FLOATING AND PEGGED EXCHANGE RATE 
SYSTEM. PRIOR TO NEXT MTG, IT WOULD BE MOST USEFUL FOR US 
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TO DRAFT A BRIEF PAPER ON FORWARD EXCHANGE OPERATIONS FOR 
CIRCULATION TO WG MEMBERS. HOPEFULLY, NICK RIEGG, WHO 
HAS PROVIEDED VALUABLE ASSISTANCE TO US 
DEL, CAN PREPARE SUCH A DRAFT FOR OUR USE. 

SCALI 
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